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How Insurance

Men Invest

Money of Policyholders

Metropolitan Life President Explains Method of

Benefiting Industry
by Using Premiums

and Home Building
to the Best Advantage

By Haley Fiskae

President Metropolitan Life [nsur-
ance Company

HE subject of Investments of life

Insurance funde has been a very
live one for some years, and especislly
of late the discussion has reached an
ucute stage. [t ia interesting for three
reasona: First, because of the immenne
amount of the funds of the companies;
second, becanse of the need of capital
in various directions, and, third, be-
cause of the enormous number of
people who are interested as lifs in-
surance policyholders. Two-fiftha of
the entire population eof the United
States are insured in what are called
“old line" companies—that is;, {n com-
panies issuing policies on the level
premium  plan. This plan requires
great accumulations to provide for the
maturity of the insurance,

These reserves in thirty-nine eom-
panies, whose assets are nearly 91 per
cent of the combined assets of 266
level premium companies operating in
the United States, amounted at the
end of 1919 to about five billions of
dollars, Many people look upon these
five billions as-free sssets and do not
know they uare also liabilities. The
{mbllc ought to underastand this. The
eve] premium plan of insurance was
designed, w8 the name indicates, to
izsue policies the premiuma upon
which are the same during the lifs of
the policies. [L iy certain that the
cost of insurance incresses each yesr
ufter age 10 because the rate of mor-
tality increases, More people out of

each thousand die every year with in-
rreasing age.

The “natural Insurance” plan of as-
sessment companies therefore involves
increased premiums with advancing
age. It is obvious that as the pericd
of iife spproaches the 'ess productive |
age the premium becomes more of a |
burden, and finally becomes almost pro- |
hibitive. The level premium plan takea !
the cost of insurance through life and |
divides it #o that the premium will he |
the same as that charged upon the is-
sue of the policy, It followa that ut|
the beginning the holder psys more,
than the premium necessary to carry
the mortality cost for the year. The
excess premium ia the reserve. This |
reserve takes care of the deficit in ths
premium when the ape has audvanced sn
that the premium churgod is less than
the mortality cost of the year. Tha
companies must invest the reserve at a
rate of interest that, added to the re-
serves themselves and future premiums,
will produce the full amount of the in-
surance when it becomes due,

Public Investments

At the end of 1919 the thirty-nine
compani+s gwned nearly a billion and |
a quarter of Federal, state, county|
and municipal bonds—nearly 20 per|
cent of the entire amount of their as-
eets. We were at war so short o time
#go that the recullection of everybody
is very vivid as to the urgent necus-

sity of borrowing money by the
Federal government, Life insurunee |
companies werse the first to bhe ap-|

pealed to and they were urged even|
to borrow money to invest in tha
Liberty and Victory loans, They re-
sponded nobly and owned over seven
hundred mililons of United States
bonds at the end of 1919, In this cuse |
you will observe that what we have
nnmed as the primarv principle of in- |
vestment—tp get as high 4 rate of in-
terest as possible from safe securities
-—wus muodified by the other prineciple
we have named. Some of the honds
bought curried interest down to the
rate as=umed in the ecalculation of
premiums, and nearly all of the bonds
subscribed left littla excess interest|
for surpivs, |

[t seems to me there should be an- |
other prineciple governing investments

nemely, public needs. It would seem
that insurance companies as 8 whf_:ule
have consistently followed this prin-
ciple. Take public transportation, If
we go back over the financial hmtury
of the country we find that thirty or
forty yeurs ago what the country most
nepded was facility of communication.

This nation owes ita greatness to
the railroad facilities, We find the
recognition of these facts by the in-
gurance company officera who ehared
the vision of the pioneers. In 1875 but
1.13 per cent of the asseta of life in-
BuUTrAnCce companies were ilnveatad in
raiiroad bonds and stocks; in 1880 3.73
per cent, In 1885 ralroad investments
were nearly 20 per cent of the asseta;
in 1800 233 per cent, in 1895 2h'% per
cent, in 1Y00 over 30 per cent, in 1004
32 per cent, in 1911 85%4 per cent; threa
vears later show a decline as the needs
decreased and the proportion dropPed
to 33% per cent, then in 1917 to 32
per cent, and last yess to 28%, per cent,

Debt to Companies

The debt the country owes to the
life companies in the matter of trans.
portation has perhaps not been real-
ized, The companies have done their
share in civilization, lor this is the

result of deviloping the country ines: waa obtained,

facility of communieation. I have
often called life insurance premiuma

» tha circulating life blood of the couns
try. We need not elaborate this {den
furtker nor do more than mention the
matter of urban and interurban rail
myatems.

Next take the publie need of eniti-
vated farms and city dwellings, atore-
houses, ahnps, office buildings. Mert-
gage loans have generally formed the
largest percentage of life insurance
investments. Here is a need which

just at present attracta the most pub- |

lie attention. Criticism has been in-
sistent Lhat the companies have not
done their duty. They have been
~umed because of the shortage of
housing. It 1Is unthinking ecriticiam,
It has even been said that mortgages
should be, if not almost the sole, yet
the greatly predominating form of In-
vestment. This eriticism cverlooks
several facta,

Firat, investments must bs ts soms
extent liquid. One company wan ealled
upon to pay $24.000.000 in m year on
influenza claims over and above {ts
normal mortality—about [0 per cent.
Becond. If all the eompunies undertook
mortgage losns almost exclusively the
rate of Intersst woold full to & point
detrimental to the interests of policy-
holders. Third, If such & rule ware
eatablished by statute the supply
would exceed the demand and there
would be u large amount of uninvested
assets, And lastly, and as important
as any. and really fundamental is the
fact that the houslng mituation would
have been just an bad If the polley now
suggested bad been the rule of the
companies,

During the war there was no unsat-
infiad demand for mortgage loans on
rooq  mecurities, Buillding atopped.
“urenthetically we mnay remark If the
rule desired had been atatotory the
United Htatea government would have
been seriously hampered in the prose-
cation of the wer by ek of fun s, and
the statates probably would have heen
repealed,

» Bltaation After War P,
After ¢ .z, "ini:nl entate be-

that years of quiescence had cansed a
shortage of all kinds of buildings, sev-
cral obstacles were found in the search
for loans. The surtaxes on income
canred estates and individuala to call
exlating mortgages for payment for the
purpose of reinvest'ng the funds in
tax-exempt securities or those yield-
ing & high return snd to refuse to
make new mortgage loaas, It is sig-
cificant that the insurance compuny
which is the largedt investor in New
York City mortguges has not re-
fused here or elsewhere a single appli-
cation with adequate security on houa-
ing enterprises, and has loaned this
year, and agreed to loan an mort-
fages, $80,000,000, And can snybody
suy thut Lhe life insurance companics
should be the only lenders on bond
ang mortgage? It 1= not their fault
that the tux laws have eut vut of the
market the private lnvestor and ths
manuagers of edtates; nor that there are
in the market huge amounts of tax-
exempl investments of local govern-
ment bodies,

And there is the matter of farm
loemns.
rect benefit in the matter of lower
food ecosts and would suffer if agri-
cultural development were curtailed.
The life companies are called npon for
these logns and have over $1,000,000,-
000 8o invested—16 per cent of their
uguets; although in this field they have
to submit to the esmpetition of the
Federal government
mortgages made under its system from
taxation. The histary of farm loana is
very creditable to the lifa companies.

Mortgage Investments

Az to the total mortgage Invest-
ments, In 1870 nearly 40 er rent
of the assets of the thirty-nine eom-
paries was on bond and mortgage; in
1875, 68 per cent; from 1880 to 1R85,
about 40 per cent, #nd laet year they
were over 30 per cent. The end of this
wenr will probably aee this percentage
inereaand; for the increagse of mort-
gage loans by the thirty-nine com-
nuies in 1920 to the end of October
ymounts to $232,739,388. Thus to-day
the companies have the enormous sum
ni $2,082,836,848 inve-ted on bond and
riortgape, about equally divided be-
tween farms and cities, and haye made
commitments for many millions more
—one company alone having promised
trearly $60,000,000 ‘n loans not yet
closed,

The last principle mentioned to be
discussed is the distributlon of invest-
ment in loecalities where policyholders
reside; This problem has been up in
various forms for several yeara. The
claim has been made that life insur-
ance companies should be compelled by
state laws to invest s large stated pro-
portion of the policy reserves upon
lives in the respective states in cer-
tain designated classes of gecurities
of or in those states or political divi-
sions thercof, One state "passed such
a law, The econsequence was that the
most important companies withdrew
from the etate and have never re-
turned; another consequence was the
rise in the rate of interest on mort-
cares in the state because of the with-
drawa! of company loans,

Agitation for Legislation

The agitation for that kind of legls-
lation has never ceased, and even in
the enlizhtened State of New York
something along that line has heen
proposed—as, for instance, compelling
loans on bond nnd mortgare in some
nroportion to the nssets, Much can be
forgiven people who have the résponsi-
bility of meeting acute hnustngldo-
fieiency. But they must think things
out. The fact is that the life insur-
anee companies doing business in this
stata have shout 60 per cent of their
New York reservea invested in New
York rceal estate morigages and real
estate Such s law passed in New York
would lead to rataliatory legislation.
The ultimate result would be the
diminution instead of the increass of
mnrteage loans in the state.

The fact ia that there is no obliga-
tion upon the companiea to the vari-
ous statea in matter of investments,
The right to do business is purchased
hy the payment of taxes and license
fees and the suhiection to state super-
vizsion. The obligation of the com-
panies is tp their palicyholders in the
resnective states, The way to con-
duct an insurance company ia to meet
the reasonable, intelligent, Informed
desites of its policyholdera In  re-
gard to this aubject, what is the real
interest of the policy-holder? Tt is
to get the best returns out of safe in-
vestments, Safety first, income next.
Wherever the returns are highest on
| sound securities there should the in-
| vestment be made irrespegtive of lo-
| cality.

Would Defeat Object

But, given pecurities of equal valoe
and return, it is right that poliey-
holders shounld have their localities

' benefited. Thia !s, I think, aceording
| to the investment plan of the compan-
ies. It is dictated by aself-lnterent.

| Any attempt to dictate by legis!
is sure to defeat its object.
What the companies have done (s to
| invest their funds throughout the coun-
| try where funds were needed, an indl-
|cal.ed in part by the rate of interest
obtuinable Two things wers secom-
plished thereby which benefited policy-
| holdera; firat, a better rate of inter-
snd second, the par-
| tially undeveloped parts of the coun-
try were helped along in their prog-

ation

| ress.  The states are being welded
mors and more into a natlon. They
|‘&are getting closer together by in-

|creased inter-atate investments, nearer
together by the diminishing of con-
traats in respect to eupitsl und eon-
sequent Improvement in buainess and
| living conditions.

|

‘Buying Pearl Shell
In Australia Urged

1} appeare to ba advissbls for Ameri-
cun buyers of pearl shells to negotiate
directly with the Australian market,
of which Broome is the center, rather

than through the London muctions, ac-
cording to the Burean of Forelgn and
Domestie Commerce.

Although in the past some shell has
been bought directly for American ac-
count, mostly in Broome, Western Auas-
tralia, and some haa Leen directly ex-
rorted from Broome and from Thurs-
day Island to Japan, the bulk of the
zhell hus been marketed through the
London auction eales in Londan It
ans been anid that the purchase of
shell through the London auctions adds
ubont £40 to the cost over that of shell
purchased in Broomo directly for the
Ameriean aceount.

American firms, which ars negoti-
ating  direetly  with the Auatralian
market, maintain local buyers in
Proome, uand a3 ‘they require shell
they open credits with the Union Bank
ur the Weatern Australinn Bank and
their ren{wctiw Agents operate under
steh credite and uhip the goods an soon
as pousible to New anEoﬂn Singa-
pore wnd London. The umusl buying
commission is sald to be 2% per eent.

It in suggested that Ameriesn firms
desiring high grade ghell would wave
considerahle oxﬁeme by encouraging
‘he worting of shell wcally and avoid-
Ing the wante involved in purchasin
unasaorted shell, of which & perueptE
ble part may be undesirable,
the sorting at destination af
Ireight on the lot.

and doing
tor paying

Dwellers in cities have had di- |

which exempts |

Farmers’ Loss
In Purchasing
Power Is Felt

Industries Making Specialty
of Selling to Rural Buy-
ers Are Hit by Restricted
Sales in Last 3 Months

ImplementOrders Decline

Prospect of Recovery 1s
Still Uncertainy; Eastern
Belt So Far Escapes

. Attention hss been focused Iatsly
upon the buying and selling attitude
of the American farmer In business
circles the present etand of the great
mass of the country's erop producers
is being alluded to as a “sirike,” a
atrike egainst selling their products
and also a strike against buying new
equipment, clothing and practically
everything used on the farm that the
farmer himself does not wrest from
the goil.

The strike against selling his prod-
ucts has received publicity fn many
directions, The efforts of the organ-
ized farmers to have the government
grant aid to them in the form of ex-
tended credite that will permit ho'd-
ing grain, cotton and otﬁer products
for a rise In prices are well knuwn,

The othier side of the story la affect-
ing a large number of manufacturing
a.d distributing enterprises. Manufac-
furers of agricultural implements,
farming equipment of all kinds, as well
as retailers in small cemmunities and
the great mail order houses, whose
customera are drawn largely from the
rural sections are one in declaring that
the farmers are prosecuting a more

strenuous buying strike than were their

city brethren Fuat spring, when the

Intter were supposed to have foresd

the conntry-wide sweep of 20 per cent

reductions by their refusal to pay the

prices then ruling among retailers.
Attitude of Fermer

The attitude of the average farmer
against buying now, as near as can be
learned by lmplement and equipment
selesmen who come in direct contact
with the tiller of the soil, is simple.
He is refusing to buy until he is able to
move hia cropa at what he oonsiders a
fair price, or until the things he de-
sires to buy drop in price comparable
to the descent in erop values that has
materially decreased his prospective in-
come.

The Natlonal City Bank of New York
estimates the loss in purchaping power
to the farming population this year at
“somewhere between 850 and 40 per
cent, or $6,000,000,000 to $8,000000,-
000, as com)ared with last year. These
figurea 'probably were arrived at by fig-
uring the estimated crop yield for the
country at present prices and compar-
ing the result with the estimates made
of farming income last yerr. They may
be revised by a change of crop prices,
Also, they are not so formidable as at
first appearance, when the fact that the
farmer's income dollar will buy con-
siderably more this year than it did
last year because of the fall in prices
of some of the commodities he uzes is
taken into comsideration.

Commenting on the decreased pur-
chasing power of the farmer the bank
said in a recent bulletin: “It would be
foolish for the people engaged In other
industries to think that they can go on
making and selling goods as though
this loss had not occurred, enjoying
also the benefit of this reduction in
cost of farm products.”

Duller Season Than Normal

Although thia is normally the dull
season for the sale nf farming equip-
ment, manufacturers of harvesting ma-
chinery, plows, dairy eguipment, ete.,
assert that their saleg are far below
those of gimilar periods in other years

“We have never been quiet, so far
us sales are concerned,” maid an of-
ficial of the De Laval Separalor Com-
puny, manufacturers of cream separa-
tors and milking marhines, “but wo are
hoping that there will be an improve-
mant shortly after ene first of the
year, when we will begin distributin
machines to cur agenta in the rura
districts. Qur sales began showing a
marked decrease about August. Provi.
ous to that time our saley were above
those of preceding years. We did not
feel the depression that was experi-
enced in textile lines 4o early as the
silk, woolen, cotton and apparel trades.”

This official, tozether with execu-
tives of other companies manufactur-
ing farm equipment, declined to esti-
mate the drop in salea, but each
daclared that in his opinion the pur-
¢hasing power of the farmer was about
50 per cent of what it was last year
These figures may have been bas¢d on
crop estimates or upon sales analyases,

‘Bo far the makers of farming im-

. pounds, caustle

plements have not reduced prices, but
are watching each other for the first
| signs of & drop. In fact, the new price
list recently issued by the Internstionul
!Harvester Company shows an increase
| in a few machines and no change in the
| majority.

Extend Farmers’® Credit

Pertilizer prices have been reduced,
In a repdrt to stockholders Thursday
announcing the payment of the usual
quarterly enmmon stock dividend of 2
per cent in common stock Ir lieo of
cash, the Ameriean Agricultural Chem-
ical Company held slow payments from
farmers responsible for this aetion.
The company says that a large part of
| its notes and sccounts receivable are
| due in the months ci October to Jan-
{uary, “but owing to the unwillingness
| of the farmers to liquidate their debts
| by the sale of their erops we will be
| forced to grant further time on & con-
a'}n%em'!:la percentage of these receiv-
tnles,

Much the same c.nditions are re-
ported by other concarns dealing with
the farmera and extrnsions huve been
freely granted, So far actual losses
have been emall, It in said.

The De Lavel Separator Company re-

cently lengthened ite credit termas by
granting advanced dating, but no re-
retinn to this in inerenced en'es haa
been felt as yet, wlthouph sufficient
time has not elapsed to allow for the
formation of a definite conclusion con-
cerning fthe efficacy of this paliey.
. The depression of fermer purchasing
18 preater in the Scuth than in the
North, according to agricultural im-
plement men, and plans are being made
to push sales in the North next year
before the South is ~anvassed,

The anndunced intention of reducing
the cotton nereage next year is glving

i of hope. More diversified farming in
i thy South, it {a felt, will increase the
| demnand for implements to be used In
| raising other crope.

Contrary to expectations, the imple-
|ment manufacturers, who are hard hit
’ v the fall in crop pricea, are not sym-

pathetie toward the movement smong
| farmers for government ald in holding
crops. for higher prices.

Prices Drop in Jap Chemieals

A recent lssue of The Japan Adver-
tiser states that the chemical market
is otill onateady, anles decrensing
;whllr holdings are being readjusted,
Though the visible stock is apparently
much smaller, pricea continue to regis-
ter falla. Nitric acid 1a quoted at 12
yen pear 100 pounds, sulphurie aeid ‘at
12 and 8 yen per 200 pounda for 88 and
66 per cent, respectively: soda ash from

merica stands at G50 yen per 100
sodn at ’a"’yan per 100

o

]

pounds and bicarbonate nods 10
Fon per 112 pounds 5

Highest Living Standard
Set by Thrifty, Is View

— - =

|

Harvard Professor Says Persons Who Rank Eco-
nomic Safety High Among the Desirable Things
of Life Constantly Improve Their Condition

By T. N. Carver
Profeszor of FEconomics, Harvard
University
T IS a ecommon error among econo~
mists whs have not trained them-

selves to aee things In their larger

relations to assume that there is some-
thing antagonistlc between thrift and
a high stendard of Hving. That this
assumption i1s wrong will bhe abvions
to any one who once understands what
a high standard of living really is and
what thrift really means, There may
be said to be & high standard of living

|among the people of any eommunity or

the implement men a certain amount /5

class when its members commonly re-
fuge to marry and hava children, or
generally poatpone martfage and ehild-
earing until they are able to pro-

vide themaelves and their fumilies.with

a conslderable number of other satis-
factiona,

In a very troe and sapecial sense, the
standard of living may be aard to in.
clude the total number of things which
the average person prefers te mar-
ringe and children., Anything—Ileis-
ure, a house, an automolile, foreign
travel, & library, sducation, Rmusement
—which the individual desires strong-
ly envugh to eause him to postpone

marriage and family building until Lel

can afford, it muy be satl, to enter into
his standur’ of living Lf there are
few things which he insists upun hav-
ing before undertaking the rspansibili-
tiea of B family, his standard of Living
is low; if there are many such things,
hia standard of living i high.

There does not appear to be any gond
teagon for distinguishing smong those
things which a man insists upun hay-
ing before undertaking the support of

a family, or for saying that some of |

them enter Into his etundard of living
and others do not. If (n one cluss &
man must ufford & house ruther than a
flat, while in mnother he must atford
an Rutomobila before he will murry,
there is ‘us goud reason for including
the house in the one's standard of liv-
ing a8 for including the automohile 'n
the other's. If in & third eluss o man
will not marry until he cun afford «n
insurance policy, and !n a fourth class
he will wait until he has a savings ae-
count of & certain size, then, by the
same reasoning, the insurance policy
and the savings account enter into
their standards of living. There is no
reason for believing that the standard
of living is any lower in classes three
and four than in classes one und two.
Yet classes three and four are thrifty
classes, In short, the time element en-
ters into one's standard of living as
well ag into ‘every other subject of eco-
nomic choice.

Why Marriage Is Postponed

One of the commonest things 1n real
life is for men and women to postpono
marriage until they have “saved up’
enough to provide themselves portain
comforts and convenienves, In such
cases thrift is a necessary part of the
standard of living, If they wait until
thoy have saved enough to buy & house,
a farm, u shop, or to make ecertain in-
investments, these thinga hecome a
purt of their standard of living, In
fact, it is the writer’s observation that
the thriftiest people are the people
with the higheat standurd of living.
Theae are the people who rank eco
nomie safety high ameng the desirable
thinga of life —to whum the Lhought
of an uncertain future is as painful as
present deprivation, und to whom thut
of a future well provided for is as
satiafying &s the immediate gratitica-
tion of the senses,

The difficulty with thoss whe fail
to see the relativn between thrift und

|HIY commu.ity

& high standard of llving is not due

solely IP their failure 1o understand
the resl meaning of the stundard of
tiving. It is sometimes dub to a fail-

ure to understand thrift. Thrift does
not consigt in refusing to zpend money
or to buy things, It cunsists, under
a money economy, in spending money
and buying things, but in apending
money for things of a kind different
tom  tkat which thriftlessness buya.
Ikrift buys things with a relatively
vivid appreciation of the future, thrift-
lessness buys things with a relatively
dull or weak appreciation of the future,
Thrift regards future needs as com-
parable in importance with present de-
dires, thriftiessness regards present
desires as of greater importance than
futurs needs.
Thrift ve. Hoarding

Thrift emphatically does not conmist
in hoarding money. In these days thats
ia one of the muost thriftless thinga ano
can do with money. It consista in
spending money for things which will
bring a permanent or a durable al-|
vantage. [t very generally, though not
exelusively, consists in Investing
muney; that fs, in buying income-bear-
ing goods. This may be done direetly, |
p8 when a farmer buys & tractor, or .
improves hia furm us 4 producing unit,
It may be done indirect!y, s¢ when one
deposits money in a savings bank, buvs
4n insurance pelicy. or a corporatinn!
bond, In all these and many other|
cuses the saver merely turns his monrey |
over to other agencies and they do the |
investing; that is, they buy the pro-|
ducers' goods or the income-bearing
gooda with it.

It ia obvious, is {t not, that when a
farmer buya a tractor he spends mouney
us truly as when he buys a luxurious |
sutomobile, and that the money speat
cmploys an much labor and atimulatea
buBiness a8 much in one cage &3 in the
other Temporarily, he has, by so dna-
ing, deprived himself of @ means of im-
mediate enjoyment. In the luog run,
however, farmers who undergo thin
form of deprivation spend more money
and have more means of enjoymeaut,
possibly better automabiles, than thoss
thriltless farmers whose atandard of
living never looks to the future As a
ratter of observation, thrifty eom-
munities spend more money, in the
tong run, than Lhriftless cummuimties
for the sufficient reason that they have
more money to spend But, even with
their larger expenditures, so long as
they remain thrifty a larger proportion
of their money is spent for producers’!
roods than is true in & thriftless com-
munity.

Too Little Saving

It ought not to be pecessary to add
that in advocating a higher depree of |
thrift one is npot advising peof'u to |
spend all their money for producers’|
roods and none for consumers’ goods. |
If it were the writer's opinion thats
was golng too far in|
this direction he would feel justified in|
advising a lower degree of thrift, cven |
at the risk of being necused of advising |
the cessation of all thrift, The writer
does not know of any such community. |
It seems that there is everywhere too |
little rather than too much thrift. He |
therefore fesly justified in advoecating |
more thrift, even at the risk of being
accused of pdvising people to Invest all
their money and consume nothing,

(The foregoing wus written =8 a reply |
‘o a charge by a book reviewer in The
Journal of Political Eeonumy thut Pro-
fresor Carver had been imconsistent in
advocating both a figh standard of liv-
ing and o high degree of thrift. The
reply was written for the same publica-
twn—Financial Editer,)

Plan to Stabilize Prices

In Cotton Goods Considered

Factors Seek to Avoid Dis-
crepancy in Quotations
for Merchandise of Same

Qualitys Orders Retarded

Within the next few weeks cotton
goods prices will be more firmly estab-
lished on & uniform basis, if plans now
being considered by trade leaders are
earried out. No amall part of the pres-
ent lack of confidence in prices, it 1a
fely, is due to the fact that they luck
cniformity,

Various eelling agents, often han-

dling similar classes of poods of abuout
equal quality, have brought out vary-
ing prievs. Among converters the dia-
erenancy in prices for goods of similar
auulity is even greater. This has upsct
the calculations of many buvers, with
the result that anything like methodi-

&

cal order placing for the coming sea- |

son’s requirements hus been petarded

It Is conceded that many of the pries
diserepancies are the result of indi-
vidual mill eonditions. If & mull found
itself with a lurge number of concella-
tions and a great amount of goods n

hand, the tendency haa been Lo ligui- |

date without
costa.

regurd to
Other mills, more fortunately

replacement |

situated, are basing their prices on ae- |

tusl costs,

It is now felt that most of the forced |

lhiquidation is past, and that the time
has come to Ax prices on a hasis of
cost. Throughoul the trade this hus
been discussed by prominent men, nat
8o much in organized mestings as over
the luncheon tubles and other casunl
meeting places. From now on it is
likely thut tHere will be more concerted
action on the naming of prices than
h&e been seen for somo time.

Agenta for mills muking thelr own
pricea gay that their principals are tak-
ing the agenta’ views into greater con-
sideration in the making of new prices.
During the lust few months complainzs
that milla were muking prices without
consulting selling aments, who felt that
they knew the market possibilities bet
ter than the milla owners, who were

concerned chiefly with production, were |

frequent.

Producers of Women's Shoes
Get Large Spring Orders

An Inecrease in the number of orders
for epring footwear im reported by
most women's shoe muanufacturers
These orders sre still sms!l and «re
apread out over a wvuriety of atyles
or early spring wenr the retuilers
Are p!nnmf thelr faith to strap pumps
and sandals.
few ordera ars being placed for
the large-tongued pumps, bul as yo
the atyle has not found many ardent
supporters,  Although Easter comes
two “weeks earlier than usual pext
year, the retailers feol that the fres
ent s too early to decids on Blyle
tondencies, '
The retallers expact low shoea to he
even atrunger sellers than usual pexy
spring, contrasted with high shops,

Minstrell With Bush Sales

George W. Minscrall, for fiftesn
gnrl with Bloomingdule Brothers, hus
een mude manager of the ‘toilat arti-
clea and perfumery  division of the
Bush Terminal Salos Building.

Retailers Must Dig
For Trade, Is View

Digging hard for business dur-
ing the next few months will be
the salvation of the country's re-
tail ftrade, in the opinion of
“homas M. Hrandon, of the
Brandon-Durrel Company, dry
oy, cluak, suit and millinery
retailers of South Bend, Ind.

“The trouble throughout the
country,” he Baid, “is that too
many merchants ure pessimists
and are always looking for and
tulking of hard times when they
ghould be going after business
that mueh harder, Our sales
never were as large. Every
month so far this year has shown
a substantial increase over the
same month a year ago, and 1919
showed a cash increase of sales
over 1918 of between 20 and 30
per cent. 1 might say that in
November cash sales surpassed
thoss of December, 1919, the
largest previous month.

“As for spring business, we
are buying merchandizse as we-
need It. In November we had
our cloak buyer in the market a
week at two differeat times.
Within the next thirty days most ||
of our force will be in the mar-
ket. I am looking forward to a
larger spring businesa for &ur
concern than we had a year ago,
I believe that a great many peu-
ple held off buying a year ago.
especially in ready-to-wear, on
account of the high prices. 1
belleve that a general reduction
has taken place, and, the people
knowing this, are satisfied, and
will start buying again in the

spring,” Paayeg ||
Plan Shod Trade Banquet

An allied shoe trade banquet to be
held In New York the first week In
F‘ehfunry is. being projected by local
retailers and manufecturers throughout
New York State and the hide und
leather men. The proposal for han.
Hust originated wilth the Retnil Shoe
Dealers' Associatlon of New York City
but has aprend to other organizations:
with the result that it is now plunned
to make the affair include the antire
trade from the hide mun on through
to the retafler. The program will be
Iu.vn!nl(].lnr'grly to ten-minute apeaches
by various members of the several
branches of the hids, |sathar and shoe

trudes in an effort to clarify the trade
sltuntion.,

| prognosticators

| working into fin shed produets.

| dustry,

Rays of Hope |Modifications Needed in

In Curtailment
Of Steel Trade

Increased Rail Orders and
Hardware Jobbers’ Buy-
ing for Spring Encourage
Belief in Early Recovery

Pipe Prices to Decline

Predictions of Ruinous Low
Levels for Lists and Wages
Considered Impossible

Bpecial Diapaich to The Tribuns

PITTSBURGH, Dec. 11.—Decrease in
production continued to be the rulesin
the steel milis during the week, but
ghining through the gloom ars one
or two rays of hope,

The chief gleam in tha shadows has
been the placing of steel rail tonnage,
forecast in these columns, as selling
prices settled throughout the industry
to the Industrial Board levels, and
another is the fact that several of the
largeat hardware jobbers have placed
orders for the bulk of their reguire-
ments for next year. This latter 13 a
particularly signiiicant factor of the
situation. us the hardware jobber is
probubly in  eloser ‘touch with
actual conditions of trade than any
other class, owing to his rolations with
te hardware retail trade throughout
tha country.

This action upon the part of the
hardware houses is a further sign that
farchanded buvers realize that prices
will not go below tha Steel Corpora-
tion level, [t has been contended in
these columnas for several weeks that
the lowering of prices to the corpora-
tion schedule was gdfing to be the bot-
tom and that following & period of
slow business, while costs wers being
adjusted throughout all husiness, =
new era of activity would commence.
No one is so foolhardy as to predict
when the upward turn will come in a
noticenble degree, but the feeling that
it will be some time in the early
spring is gaining strength heras.

Pipe Prices to Drop

Prices on steel pipe continue to re-
main at the old high level, hut there
are signs that thiz market will fill up
within a few weeks, when pipe prices
will settle down safely to the level of
other ateel commodities *

The prevalence of bearish views and
who prediet ruinous
low levels in prices and wages is an
amusing feature of the situntion. It
appears to be overlooked that this
rendjustment process is not panicky in
nature, ns the requiremiits for ates]
products were never greater in the his-
‘ory of America than they are to-day.
That wares will be reduend iz inevi-
tuble, but that these reductions will be
heavy and ruinous te the workers is
an ahsurdity in ‘the opinfon of the
eading steel manufacturers here, who
point out that since 1913 wares in the
steel industry have been raised just
rxactly 140 per cent, and can therefore
stand some cutting without impoverish-
]}wnt of the wage earner or hia fam-
ily.

[Idleness §s less prevalent in the
Pittshurgh d'striet thun in any other
large industrial district in the country,
aceoriling to leading manufacturers,
and s eonfined almost entirely to
smaller plants, whiech procured their
materials from the steel plants for re-
In the
steel-making industry proper the per-

centage of unemployment is not high, |

and is echiefly found in tha cutting off
of superfluous workers, which i3 made
possible by the increased efficiency
heing displayed by the others. Redue-
tion in working time has oceurred
pretty generally throeghout the in-
hut ‘the United States Steel
Corporation mills are virtnally on full
time. These mills are operating at
ahout 85 per cent of capacity, Noneof
the larger independents is operating
below 60 per eent capac'ty.
Workine Hard for Christmas

Virtually all the mills in the Home-
stead Steel Worka and the Duquesne
Steel Works Corporation plants are
operating full time, with big tonnage
outputs. The first fifteen days of this
manth comprize the Christmas pay. and
workers have been bending every effort
to make their holiday pays larpe. The
plate mills are exceplionally busy in
fill ng orders for plates and finished
steel, which will give the mills a splen-
i record for the woek., At the Du-
quesne plant the chances of breaking
the record for the munth are bright.

The Sharon Pressed Steel Foundry
Works, &t Wheatland, is virtually
cloged, while the Sharon foundry, in
the same town, ia running at 50 per
cent of capacity. The mills in Farrell
owned by the corporation are operatinez
about 85 per ecnt. In Sharon the Car-
negie plant, the Amer ean  Steel
foundries, Hall furnace, Carnegie Stecl
furnuce and Savage Arms plants are
down, Tle Sharon Steel Hoop Com-
pany i3 operating only two finishing

milla, with the open hearth, ten-inch, |

bar, hluoming and strip milla closed,
The Petroleum
lvum, is working at capacity, and the
Standard Tank Car plint &% about 60
per ecent  Only ene blust furnace of
aix is running, Heads of the
pendent plants gssert there {8 no buai-
nesa on hand and that the outlock is
not promising, although many believe
that after the first of the year there
may be an improvement.

The Carnecie Company started ita
eoking plapt at Farrell in foll opera-
tion this week. TFor several months

| only 170 of the 212 ovens had been pro-
| ducing coke.

Gap in Prices Disappears
The gap between prices quoted by
independents and the corporation has
almost wholly disappeared in the

! Youngstown district, except on pipe,

which is still maintaining higher lev-
elt, Independents are quoting under
the major interest on ecold-finished
steel bars, the prevailingd nuotation
bheing 3.60c, a decline of §15 & ton, anl

| %5 & ton under the corporation price of

4¢. In epite of the iower prices, how-
ever, comparatively little aew buai-
ress is developing.

New plute busineas (s confined
chie/y to materinl for tanks and tank
enra for the oil country., Pig iron
anles mre still negipible and basie
iron may be readily obtained at $93.

In the fuel markets spot furnace
eoke is procurable at 37, and the beat
nrude oiP gas coal at $4.50. Still
ther recessiona prices are
looked for by industrial con-
sumers,

Open hearth sheet Yars are quotable
ax the steel corporation price of $47,
though some consuming interests pro-
fegs Lo believe that they will he ob-
tainable at $45. Three sizable in-
quiries were eonsidered by the trade
this week,

Petroleum Iron Warks at Sharon 1s
reported to have received during the
week an order for 1,600 tank enrs, The
Youtigatown Steel Ca- Company is now
working out a repalr arder for the
Chesapeake & Ohio Roilroad that will
ogcupy its eapaetty uvntil next Febru-
#ry  The Youngstown Sheet and Tube
Company s reportea to huve taken
a substantisl order from the Texas
Compuny for 10-inch pipe.

Silver, Market :

‘Bllver—London, 40%d; New York,
domestic, 99%4c; foreign, 61%e.; Moxi-
cun dollars, 40%e,

in fuel
larga

the |

lron Works, at Petro-|

inde- |

fur. |

Present Definition of Income‘

Changed Conditions in Business as Result of D,
flation Necessitate New Method of Detep.
miniag What Is Income, Economist Says

By Dr. Robert Murray Haig

Professer of FEeonomies, Columbia
I Unjversity X

iTEIS is & practical, workaday world,
| full of impsarfections. Most econo-
|mista, popular superstition to the
| contray, notwithstanding, are fairly
conversant with the facts ©of modern
|busineua life and fairly well aware

|of the practical difficulties of fit-
'ting abstract conceptions to the
environment of the market place.

Certainly modifications—serious modi-
| firations—must be made in the
peneral definition of Income, as

Iful’ml.l!nle'd by economists, to fit it for

| tse a3 the item of not income entered
lvm Form 1040 or Form 1120, and the
iscientiﬁc economist in advising the
| legislator would be the last to suggest

|an attempt to follow the implications
!u]' his mnalysis without regard to the
| limitations imposed by the actual con-
| ditions under which the law must
function. Such s course would be any-
thing but scientific,

The point to be grasped very clearly,
{ however, is this: Those modifications
to which he would consent and which,
indeed, he is among the first to urge,
are merely modifications, mury]y con-
cessions made to the exigencies of »
given situation., For exuwmp.e, one
might urge that mo tax be placed on
& gain arising from the appreciation
of a fixed asset until it is mctually
gold. But the recommendation should
not be urged on the ground that the
appreciation is not income until it is
sold. The economic fact ls that the
vwner of that asset comes into pos-
session of economic income Whenevews
the increass in the value of that asset
is sufficient in smount and definite
enough in character to he susacaptible
of precise evaluation in terms of
mioney.

Again, one might urge that no tax
be placed on the services which one
actually enjoys when he lives in his
own home rather than a rented one
But, again, that recommendation should
net be supported by the assertion tiu.
this item im not income. It is income
whenever it is susceptible of evalua-
tion in terms of morney. Neither the
economist nor the courts should be
asked to say that it is not income.
That is not the real question in either
of the illustrations given,

Item of Income

The real question is, rather, fis it
justifiable to treat this item of incoma
in some special_wa, as compared with
other items of income becauss of spe-
cial circumstances surrounding its ru-
ceipt? Thue it is futile and silly, from
an administrative point of view, to at-

tempt to include in the income tax re- |

turn a money estimate of the income
| which the man receives when he lives in
his own house, The Wisconsin autheri-
ties, after attempting to list such in-
come for several years, have decided
that the game is not worth tne candle.

To the writer it seems unfortunate
that the question as to the constitu-

the guestion as to whether the items
are or are not income. The items most
controverted certainly £all within the
definition of income established by tne
analysis of business facts made by bot

the economist and the accountant.
Moreover, the concept of Income is,
after all, essentially an economic con-
vcepl, mod if the legal concept estab-

tionality of the Federal income tax on  trys economic position

aspecific items ia turning so largely on

situation is particularly unjust g
our present system. If compiete nie

r 5 L3418
odieal revaluations were used in ete;-
mining income there would sti]) be

relative equality as between ditfe
taxpayers. But as the* situatiop ?on:
stands, the transactions are cloged in
a haphazard and uneven fashion, A
man who happens to sell oyt at the
peak of the price curves is taxed very
unequally as compared with the man
who continues his transaction until a
period of lower price levels,

Appreciations in Valus

It should also be borne in ming that
this element is of some influence even
in an income tax such as tha' in foree
in Great Britain, where appreciations
U1 Proparty vaiues are nol taxed, for
an item of inventory inciuded in one's
necounts at the beginning of the year
and sold in the course of the year will
reflect the change in the prices during
1h;rpqrind held.

It were possible to modi
coneetit of taxab ¢ lneome = e
inate this variation it would certzinly
ba desirable to do so. The prospect
for a complete so'utinn of the difficulty
pointed out, however, ts identica] with
the prespect for a perfeet monetary
standard. But an approximate solution
might be realized if we were uble to
evolve & satisfactury index of the leyve
of prices. If we knew accurately what
the chunge in price ina g vy Vel haga
been it might be possible to qualify
the results shown by a comparison of
the balance sheets for the beginning
and the end of the period in auch &
way as to eliminate the influence of
the changinf standard. But even this
refinement is not likely to be intro-
duced soon. [Indeed, the desirability
and orgency of its introduction are da-

endent largely upon the complete go-
ution of the asccoanting problem,
which solation ls certainly oot Immj-
nent.

Accounting Practice Imperfections

Until such time as svery one keeps
accounts and the accounts fornish a
perfeet record of every une's economie
position the concept of taxuble income
must be modified in order to meet the
problem presented by the shortcomings
of accounting practice. Dozens of il
lustrationa of how the concept la modi-
fied in our statute because of the neces-
sity of allowing for the imperfectiona
and incompleteness of &ccounts  will
oceur to every one,

While the accounting ideal as atated
by the leading theorists in the ac-
counting firld is in entire harmonv
with the economic analysis, it should
be pointed out that many =o-called ac-
counting principles which are generally
acceptoff are little more than rules of
action formulated during an obsolets
period, when the use of accounts for
tax purnoscs did not exist. So long am
the chief purnoses of the accounts
were to provide n basis for apnliea.
tions for credit and for the distribo
tion of dividends rules which tended
toward a conservative statement of
profits were certainly full of wirtue.
The inersaze in the tax burden has
added a new primary use for the ae-
counts 4 use which demands certain
qualities which are not important in
the other cases.

To form an entirely satlafactory
bagis for the imposition of  income
taxes the acenunts must reflect the full,
of the tux
payer, and in 8c fu1 as arbitrary rules

a8 toelim-

of inventory waluations operate to
build up hidden reserves or other nes
counting praectiees tend to befog the
pictere they must ultimats

inated, and they have n
4ruly scientifie acecounting.
Administration Imperfections
A lively regard for the limitations of

lished by court interpretation under & the administration is essential to the

particular conatitutional provision or| successful
in wvery funda- yte,

amendment departa

formulation of = tax stat-
in. a factor which wa

Thia

mental fashion from the economie con- | have failed to recognize sufficiently In

cept, injustices may arise of such mag- | this

nitude as to necesaitate either the aban- |

| donment of the incuome tax or the adop-

tien of a constitutional amendment
which will give a positive and cumpre-
hensive definition of income,

The difficulty could be avoided if the
pruuuglecunomie concept of incume were
Iran
to whether the item resulted in an im-
provement in economic
of being evaluated. The ques.ions
which the courts would then be called
upon to consider would be an to whether
the modifications made by Congress and

lby the Treasury, in attempting to con-
jstruct a concept of taxsble income
which will be at once workable and ap-
proximately just, are modifications
which are reasonable and in conform-
ity with the various constitutionsl
| guaranties.
True Net Income
It goes without saying that taxable
income under an income tax law should
approximate a8 nearly as practicanle
the true net income s defined by the
| analyais of the economist and the ac-
countant. How close an approximation
{ 's possible depends upon the perfee-
tion of the environment in which the
\tax must live. No unnecessary de-
parture from the true concept sntould
be made. The imperfections of our
1‘]’.‘.rE‘5L'I‘Il economic environment which
are of most significance to this prob-
| lem fall into three clagses:
!  The imperfections of the economic
standard of value,
| The imperfections of
| practice,
| The imperfections of the administra-
tion.

A periect neome tax is attainable
only when no modificationa need be
made because of imperfections in our
standard value, our seccounting and
our administration. These classes will
be taken up in turn.

Economic Standard of Value

That variatione occur from time to
| t'me in the price level and in the value
| of money ls well known to every per-
son  whose resources during recent
| years have been sufficiently 1 mited to
compel him to have any regard at all
| for his expenditurea. If income iz de-
(fined as the total accretion In one's eco-
" nomie strength between two points of

time, aa valued In terma of money, it
is clear that his income will reflect
every change in the value of money be-
| tween those two points of time in so
! far as the items entered on the palance
sheets at those times affect the compu-
, tation,

1f the level of prices goes np 10 per
| eent the money value of my assets will
|ordinarily follow in = like rate,
| That particular increase in value does
' not really indicate an increase in my
economic astrength, My power to com-
| mand economle goods and services has

not increased, for the money value of

| these goods mnd services haes likewise
| incrensed. So long a8 we have a money
|atamlnrd which varies we shall find
that even a perfeet accounting system
will show a net incoma which is oot
| identical with the true accretion of
i economie power, Indeed, the more per-
| feet the valuation and the accounting
| the greater will this injustice be.

It must be borne in mind, however,
that this ia an evll which iz with
us under our present law. A man who
sold an asset in 1920 which he had pur-
chnsed in 1014, making an apparent
ﬁl_'oﬂl of 100 per cent and receiving

is pay In fifty cent dollars is, under
our atatute, subject to tax on 'hil &
perent gain, although his gain is only
apparent and not real. Moreover, th

accounting

country. Muny of ihe modifica-
tiona which our statute makes In the

| concept of income are ohviously de-

accepted with its single test as'| ficient to reduee the

signed to simplify the problem of ad-
ministration, but in spite of the nom-
ber and character of thesa modifica-
tions there appears to be grave gques-
tion as to whether they have sul-
edministrative

|task to manageable proportions, The

power cupable | British, with th

i

|

| to

eir splendid civil serv-
ice, are appalled at the burden we placa
upon our inadequate Treassury satafl.
Certainly sueh changes in the abstraet
definition of income B4 are necessary
make the statute practical and
workable must be nceepted, provided
the cost in terms of inequity 18 not so
great as to make some available alter-
netive tax & more atiractive method of
raising the revenue.

In addition to modifications on the
above grounds, modifications of twe
additional types are often srged Those
who are convineed that taxstion aha\sll-:.
be used for the furtherance of sopiel
ends often demand spectal modifica
tions, For example, thuse who are
deeply impressed with the desirability
of incressing the amount of economie
capital demand special treatment of the
‘ndividual surpius of corporations, or
recuced surtax rites gpon that puertion
of individua)l incomes which are aaved
and reinvested. There pre others wh‘o
on social grounds helievi in w dif-
ferentiation hetween earned and oo-
earned income.

(The foregoing article is baged on
an addresa by Professor Haig,
which started discussions last week
at a taw conference held at Colum-
bia University wnder the auspices of
the Institute of Arts and Sciences.
The discusgions will be cuntinued on
Monday, Tuesday, Thursday ont
Pviday evenings of this weok—F#
nancial Editor.)

To Explain Banking

Association Plans Campaign to
Eliminate Mystery

With 139 of the 141 mutua) saving®
hanks in New York State participsting,
the Savings Banks Association of the
State of New York, wcting on the sug-
pestion of George V. Mélaughlin, Su-
perintendent of Banks, hes decided to

launch an educational cumpsign t9
“take the mystery out of bankmng."
John J. Polleyn, president’ of the

Emigrant Industria]l Savings Runk und
uead of the Savings Banks Associstion,
in a letter replying to Mr. Melaugh=
lin's request that such a campaign b8
conducted, says in part: =
“Every member of this associstion
agrees with you that the time has come
when the veil of mystery should ba
lifted from the banking business. Wa
bunkers did not realize how .ittle the
public really knew aubout their oWR
great savings bank system until we
were confronted with puhlished states
ments, which gave the impressjon that
mutual savings banka have gtockhold-
ers who ehare in the profits of the
banks; that savings banks invest the
cepositors’ money in speenlative se-
curities; that dormant accounts ewm;
ually find their way into the bankers
pockets, and & number of other state-
ments derogatory to mutual sa
henks, which obviously were based oR
_pzilinfgmtion."




